IUNITED‘STATES GENERAL ACCOUNTING OFFICE
T

Los ANGELES, CALIFORNIA 90012

APR 16 1971

Rear Admiral J. 4. Scott

Companding Officer

Us S. Navy Ships Paxrits Control Center
Mechanicsburg, Pennsylvania 17055
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Dear Admiral Scotts - yL\§é>

As part of our weview of the negotiation of contract prices
under the provisions of Public Law 87-053, we have examined into
the price proposed and negotiated for fiwm fixed-price contract
NO0104~68-C-343) awarded to RCA Corporation, Electromasnetic and
Aviation Systems Division, Van Nuys, Califormia, by the U. S. Navy
Ships Parts Control Center (SPCC). The contract, originally issued
as a letter contract in January 1968, was definitized on June 19,
1968, and provided for the production of 40,200 fuze monitors, MK 25,
Med O, at a total price of §1,002,990.

Our examination was primarily concerned with the reasonableness
of the price negotiated in relation to cost or pricing data availe

‘ able at the date of contract negoitiations and the adequacy of

Government technical and audit evaluvations of the contractor's cost
proposal.

The resulis of our review show that the proposed contract price
was §$1i6,500 higher than indicated by the most current cost informa~
tion available at the time of contract negotiations. Thiz resulted
because the contractor did not wpdate the cost proposal prior to
negotiations to reflect the most current production data experionced
undexr the letter contract. We also found that the reviews of the
contractorts cost proposal by Govermment representatives were not

. performed in sufficient depth to identify the most current, complete,

and accurate cost information available at the time of contract
negotiations.

These matters are discussed in greator detall as Ffollows.
BACKGROUND

Contract =343l was the third of five contracts awarded %o RCA
for the MK 25, Mod 0, fuze monitor during the period January 1965
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through June 1969. The initial two contracts were awarded by the
Herry Diamond Laboratorics and included the production of 117,900
units, all of which were delivered prior to the negotiation of contract

-3430.

Letter contract -343L, dated Janvary 11, 1968, called for the
production of 27,200 fuze meonitors. On Februvary 8, 1968, RCA mubmitted
o detailed price proposal amcunting to $715,65lL. The proposed price
was reduced o $694,960 which was the estimated price oestabliched fox
the lettor contract. RCA officials advised us that the not proposed
price resuliod from & lump-sum reduction, most of which was in the
area of direot labor costs.

The Defense Contract Audit Agency (DCAA) made a preavard audit
and the Defense Coniract Administration Sexvices {DOAS) Districtd
performed a tochuical cvaluation of the cost proposal. On lMarch 1,
1968, the coniraciing officer exercisced a contract option increasing
the quantity from 27,200 to L0,200 units; however, the contrastoxr was
not requested to subnit a revised proposal for the now quantiiy.

Contract negotiations took place during the period Moy 2L, 1068,
through Juns 11, 1968. As of May 23, 1968, 13,600 wnits, or 3l porcent
of +the units to be provided undor the contrach, had been delivercd.
During negotiations the contraciing officer requested supplementaxy
information from the DCAS price analyst on the actual wnilt cost of the
items produced under the letter contract. The price analyst reporied
that the unit costs could not be readily detexmined from the contrac
torta records and that the recommendations of the oxiginal proposal
ovaluations were still valid.

Nepgotiations were conducted on the basis of the proposcd unit
price of $25.55 for 27,200 units. 4 reduction of $0.60 por wnit was
agreed upon resulbing in a negotiated wnit price of 52L.95, or a total
price of $1,002,990. RCA executed a Cortificate of Curront Cost or
Prioing Date on June 11, 1968, and a defective pricing clause was
incoxrporated into the contract.

~ RESULTS OF OUR EVALUATTON

The results of our review of proposed costs, including an evalun=
tion of the adequacy of the technical and audit reviews pewfommed by
Government representatives, are detailed as follows:
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Commending Officer, U. 8. SPCC - 3 =~ APR"le 1971

Asgenbly labor cogts

We found %that the assembly labor costs negotiated under the con-
tract wers higher than indicated by available cost information priow
to nepotiations by about $41,200 including applicable overhead and
profit. This resulted primarily because the contracior did not update
the cost proposal to reflect the most curvent asseubly labor data
gvailable at the time of negotiatlons.

RCA proposed assenmbly labor of 1.02h9 hours a wnit, oxr $101,186
for the total ocontract requiremenis. The proposed hours were based oun
a standard time of 0.6L86 hours a wnit which was adjusted wpwaxd to
0.9L69 hours by a labor efficiency factor of 68.5 percent. The lsbor
efficiency factor, known &s the Labor Utilization Index (ILUI) is a
production control subsystem used by RCA to compare a worker's eflficioncy
against cost estimate standards for all tasks of a production oporation.
As the work force becomes more efficient and non-productive time
decreases, the LUI will increasge.

Our review showed that the contractor did not use the most current
and available LUI in its proposed assombly labor hours. At the time
of negotiations in June 1968, the contractor hed available labor
efficiency data from completed production Jobs under the preceding fuze
monitor contract DAAGIY-6T-C-0033 (reconded wader RCA job numbers 575
and 609), and from the letier contract ~3L3L (recorded wnder RCA job
number 627). The contractor, however, utilized labor efficicacy data
available through TFebruery 8, 1968, which did not itake into concidena~
tion the LUL experienced during production under the letler contracs.

- A comparison of the negotiated assembly hours with data available at
the time of negotiations is as follows:

Data available at
the time of nesotiations

Propoged and negsotiated Veighted  Computed Increase in
LUL factor Hours Job # averaze LUI  hours contract price
68,5 38,065 627 78,145 33,165 $35,600
6273
609 75.0% 3k, 765 23,900
627
609 70.7% 36,860 8,600
575
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We believe the IUT exporicnced under the letter contract (Job 627)
would have boen the most relevant and curzent coat date available at
the time of negotiations.

The DCAS industrial engineer took no exception to the proposed
labor hours based upon a review of the contractor!s assembly operations,
drawings, worksheets, and estimating procedures. DCAA did not review
proposed hours since reliable labor hour data experienced on the
preceding fuze contract was not available because the coniract was noi
complete at the time of the preawand audit.

Neitheor DCAS nox DCAA evalualed the contractor!s proposed LUL
factor elther at the time of their cost proposal . roviews in February
1968 or at the time of the contracting officer's request on June 5,
1968, for supplementary information on the contractor's proposed coste.
DOAA officizls informed us that in late 1968 the resident office bogan
40 review LUI's in preaward audits of cost proposals where production
experience was available.

An RCA officisl advised us that managoment recognized the higher
LUT factor for assembly labor under the letter contract; howovenr,
managenent decided against revising the proposal to weflect the highem
efficlency faoctor because the existing trend of decreasing production
levels would lead o reduced labor efficiencies in the future. RCA
did not disclose the more curwent LUI factors to the Covermmont during
contract negotiations nor were the reasons for managemont'e decision
not to revise the proposal disclosed to the contracting officer.

In addition to the proposed assembly hours, the contractor added
a 5 percent factor for a bresk~in-production to cover a fransition
pexricd between production on the preceding fuze monitor contract and
letter contract ~343L. The proposed factor was negoiiaied inito the
contract and amounted to 1,903 hours.

We found that the contractor had experienced the break-in-production
prior to negotiations of contract ~3L3L in the amount of 1,125 hours,
or 778 hours less than proposed. The labor hour differcnce smounted
4o about §5,600 including overhead and profit. The bresk-in-production
occurred in Februaxy 1968 at approximately the same time as the
Government's coat proposal wveviews; however, the experienced data was
not roviewed by DCAA or DCAS. )
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An RCA official agreed that the actual bresk-in-production
labor hours charged to the contract was significantly lower than the
negotiated amount; however, we wore advised that additional hours
were actually exper:.ence& but were charged to the wrong contract. The
contractor could not furnish us any evidence to this effect.

In our opinion, the experienced bresk-in-production labor hours
under letter contract -3L3L should have been disclosed to the coniract=
ing officer during negotiations.

Test technician labor costs

We estimate that test btechnician laboxr costs nepotiated under
the contract were higher than indicoted by cost information prior 4o
negotiations by about $6,700. Similarly to assembly labor, this
rosulted because the contractor did not update its proposal {o raflect
the most current and available labor hour data.

RCA proposed test technician labor of 0.2713 hours a wnit, ox
$38,8L9 for the total comtract requirements. The proposed hours wers
based on & standard time of 00,2029 hours a wnit adjusted to 0.2713
hours by an LUI factor of Th.8 percent.

Our review showed that the contractor wasg experiencing a higher
LUTL factor for test technician labor hours under the most current
production jobs than the negotiated LUL factor. A comparison of the
negotiated test technician hours with data available at the time of
negotiations is as follows:

Data available at
the tinme of nerotiations

Proposed and negotiated Weighted  Computed Increase in
LUL factor Hours Job # average LUI hours contract nrice
Th.8% 10,906 627 79.6% 10,247 $6,700
6273 '
609 79.5% 10,259 6,600
627
609 7h.8% 10,906 O
575
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We believe that the LUI experienced under the letior contract {Job
##627) would have been the most welevant and curvent cost data available
at the time of negotiations.

The DCAS industrial enginecxr took no exception to the proposed
labor hours based on an evaluation of estimated time to perform tests
of eight different components, subassemblies, and assemblies. DCAA
did not review the proposed hours. Similarly to the condition
previously identified for assembly houxrs, neithexr DCAS nox DCAA
roviewed the contractorts proposed LUI factor or related production
records o ascertein the most current labor efficiency factor available
at the time of negotiatiouns.

An RCA official advised us that the higher test technician LUI
factor was not disclosed to the contracting officer during negotiations
for the same reason as was oilted for assembly labor.

Production enminecering labor costs

In consideration of Defense Procuxement Circular Fo. 77 wegarding
the "setoff" principles of undersitated cost or pricing data, we
estimate that the coniractor's proposed production enginecring labor
costa were lower than indicated by cost information available at nogotia-
tions by about §1,400 including applicable overhead and profit.

The contractor proposed a production engineering labor rate of
$6.03 an hour although the approved bid rate was $6.30 an hour. The

cost proposal identified that all direct labor rates were based upon
approved bid rates.

DCAA did not identify the error in the contractor's labor rate and

subsequently the proposed labor wate was nogotiated into the contract
price.

L A

We believe that the contracting officer should consider the above
- findings, along with any additional information available, to determine
whether the Government way be legally entitled to a price reduction
with respeot to contract -343lL.
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Wo would appreciate being advized of actions taken or contemplated
with regard to the matters discussed in this lelier. Copies of this
letter are being sent to the Commander, Defense Contract Administration
Services Reglon, and the Regional Manager, Defense Conitract Audit
Agency, Los Angeles.

Sincerely youxs,

Ho L. KRIEGER

He L. KRIEGER
Regional Menager

¢o: Comander
Defense Qontract Administration
Sexrvices Reglon, Los Angeles

Regional Manager

Defense Contract Audit Agency,
Los Angeles
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